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A YEAR-END STATEMENT By C. E. MITCHELL, Present 





Business is entering the new year upon a 
high level of activity and with confidence in 
the continuance of prosperity. Judged both 
by the volume of business and resulting profits, 
1928 apparently has surpassed the records of 
any preceding year. Considering the atmos- 
phere of doubt in which the year began, this 
is a remarkable accomplishment and one which 
demonstrates the fundamental soundness of 
the business situation. The fact that the in- 
crease of commercial loans has been of mod- 
erate proportions, and that the commodity 
price level at this time shows no inflation, are 
very encouraging features. 

The most important development of the year 
has been the change in the credit situation. 
This has resulted primarily from the loss of 
gold and secondarily from an increasing de- 
mand for credit by the industries and by the 
stock market, a combination of conditions 
which inevitably produced a stringency, which 
must continue so long as these factors remain 
unchanged. The banks of the country are 
entitled to recognition for the deliberate policy 
of providing an ample supply of credit for 
trade and industry at stable and moderate 
rates, even though much higher rates were 
offered in the collateral loan market. 

The rise of stocks during the year in the 
face of higher interest rates must be attributed 
largely to prevailing confidence that American 
business is destined to grow rapidly in volume 
and that the leading corporations will enjoy 


increasing prosperity. Well known examples 
have had a powerful effect upon the public 
mind, creating for the time being a preference 
for shares which represent an interest in the 
possibilities of the future, over securities which 
promise only a fixed return. It goes without 
saying that there is basis for this view, and 
also that there is ever present a danger that 
such expectations may be discounted too 
freely. 


No complaint regarding the level of stock 
prices, however, is justified except from the 
standpoint of credit strain. It is only when 
current savings are inadequate to keep pace 
with the advance of prices, and huge bor- 
rowings for the carriage of stocks brings a 
competition with business for the always 
limited supply of lendable funds, that danger 
appears. When corporations and others with- 
draw deposits to lend at high rates, the 
banks are stripped of the excess funds they 
would normally hold for industrial needs, and 
business is affected. So long as the responsi- 
bility for credit distribution is held by the 
banks who obviously feel that responsibility, 
business should not suffer, but the public must 
realize that business stability loses when the 
condition is otherwise. 


If borrowers and lenders as well will under- 
stand these basic factors and will be conscien- 
tiously actuated by them, the outlook at the 
turn of the year is optimistic. 





General Business Conditions 


The foregoing statement by President 
Mitchell gives due recognition to the happy 
condition of prosperity generally prevalent in 
this-country at this time, and points to the 
favorable prospects for 1929. At the same time 
it suggests certain dangers to be avoided if 
prosperity is to be safeguarded for the year to 
come. 





With business itself in sound condition, it is 
evident that the chief qualifying factor relates 
to the money situation and the danger that we 
may overestimate our ability to carry forward 
an ambitious program of expansion and at the 
same time finance a continued growth of specu- 
lative credit. Already the high level of money 
rates serves notice that we are drawing’ more > 
and more upon our reserves of capital and 
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credit, and it behooves business men to be 
watchful lest prosperity over-reach itself and 
prove its own undoing. 

Whereas the problems of 1928 were con- 
cerned chiefly with overcoming obstacles in 
the way of business recovery, those of 1929 
will have to do with the consolidation and 
maintenance of the recovery now attained. 
History is replete with examples of the regular 
sequence of prosperity and recession, and if 
we would alter this usual course of events we 
must be on our guard lest over-confidence lead 
us into excesses from which a reaction would 
be inevitable. Unquestionably, one of the 
strongest features making for stability is the 
continued absence of inflation in the general 
price level. 

December Trade at High Level 


For the month of December developments 
have been generally satisfactory, and the stage 
appears set for a quick pick-up of industry 
after the first of the year. 

The sharp corrective movement in the stock 
market during the early part of the month 
has cleared the situation of some unwholesome 
features, and the recovery of good stocks from 
the low levels of the break has demonstrated 
anew the widespread confidence in the busi- 
ness outlook. 

Holiday retail trade, which constitutes the 
chief business of December, apparently has 
fully measured up to expectations. Reports 
from most markets tell of a record breaking 
business, and while some gain is to be expected 
each year in view of the growth of the coun- 
try, the volume done this season appears to 
have been larger than usual. 

In the field of manufacturing, the showing 
is likewise favorable. Naturally there is some 
decline from the peak levels of the Fall 
months, but business has been holding excep- 
tionally steady and far above the levels of the 
corresponding months of last year. The steel 
industry is closing the year with a minimum 
of interruption for the holidays, and with the 
certainty that final figures for production will 
show a total for the year in excess of 50,000,- 
000 tons, as compared with the previous record 
of 46,936,000 tons established in 1926. 

Automobile production for the United States 
and Canada for November amounting to 
268,705 cars and trucks was nearly double the 
output of November last year, and allowing for 
December operations seems to assure an an- 
nual total of approximately 4,600,000, compared 
with 4,500,000 in the previous record year of 
1926. Thus the industry comes within 400,000 
units, or 8 per cent, of the predicted total of 
5,000,000 vehicles set at the beginning of the 
year, a rather remarkable accomplishment 
considering the failure of the Ford Company 
to get into heavy production until late in the 

ear. 


Whether the automobile industry will be 
able to go on to new high records of produc- 
tion in 1929 remains to be demonstrated, but 
certainly no industry is more confident as to 
its prospects. Practically every maker has 
ambitious plans as to his year’s production and 
sales, and on the basis of manufacturing 
schedules announced by the leading companies, 
the year’s output, should all these plans be car- 
ried out, would amount to around 7,000,000 
units. That the aggregate figures will any- 
where approach such a total will hardly be 
contended by even the most optimistic in the 
industry, but the program is significant of the 
probable intensity of competition and prom- 
ises record breaking activity during the early 
months of the year at least. 


Building and Real Estate 


The building industry enters the new year 
under the cloud of higher money, but with con- 
ditions otherwise favorable to a continuance 
of active construction work. With figures in 
for all months except December the value of 
contracts awarded throughout the country 
during the eleven months was reported by the 
F. W. Dodge Corporation as $6,195,000,000, as 
against $5,826,000,000 in the corresponding 
months of last year, or an increase of 6.3 per 
cent. For the month of November the com- 
plete figures give the total as $471,482,000, or 
slightly larger than November last year. While 
the weekly figures for December have been 
running below those of corresponding weeks 
last year it is apparent that the industry will 
Start the year with a large carryover of un- 
completed business from 1928. 

Deprived of the stimulus of easy money 
conditions and of the deficit in building exist- 
ing for some time after the war, the industry 
has yet the advantage of an active business 
situation and of comparative stability in build- 
ing costs other than financing costs. While 
materials and wages have advanced somewhat 
during the past year, labor supplies are ample, 
and improved methods are making possible 
new economies so that total costs are showing 
relatively little change. Thus far these factors 
have outweighed the influence of the unfavor- 
able financial situation. 


Mining and General Manufacturing 


Glancing down the list of other important 
industries, one finds unsatisfactory spots of 
course—notably the coal and newsprint indus- 
tries—but on the whole the number of lines 
reporting good or improving prospects seems 
in a decided majority. 

Copper continues one of the particularly 
strong spots of the commodity list, with prices 
rising an additional half cent a pound in De- 
cember to 16% cents on an exceptional heavy 
buying movement. Not for many years has 
the outlook been regarded so confidently by 
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producers. Consumption is expanding rapidly 
into a variety of new fields, and in the opinion 
of the industry will readily absorb any pro- 
duction that is in sight. Despite record break- 
ing output on the part of the refineries, the 
market continues practically bare of reserve 
supplies, the total stocks of refined at the end 
of November amounting to only 52,200 tons, as 
against 100,000 tons determined upon by the 
industry as the minimum amount needed to 
insure a safe margin for all contingencies. 


Commenting on the lumber outlook, the De- 
cember 13 bulletin of the National Lumber 
Manufacturers Association asserts that the 
industry will enter 1929 in stronger position 
than for several years past, with low stocks, 
stable prices, and every indication of a heavy 
first quarter demand. 

Rubber is looking forward to a prosperous 
year, due to heavy consumption in the tire 
industry and low crude prices which lessen the 
likelihood of inventory losses such as were sus- 
tained during the past year. Abolition of the 
Stevenson restriction law puts the industry on 
a sounder basis where manufacturers can once 
more figure on normal operation of supply and 
demand on prices, a thing impossible under 
governmental regulation. “Probably at no 
time in the past twenty-five years,” according 
to F. R. Henderson, president of the New York 
Rubber Exchange, “has the rubber industry 
looked forward with more confidence to a new 
year than at present.” 

Textiles are in generally better shape at the 
close of 1928 than at the beginning, with more 
hopeful prospects for 1929. Mill consumption 
of lint cotton for November amounting to 
610,900 bales was larger than in any previous 
November excepting 1927, while measured in 
terms of spindle activity the month’s opera- 
tions were at the rate of 108.1 per cent of single 
shift capacity. The Amoskeag Manufacturing 
Co., the largest cotton spinning plant in the 
country, was reported running at the close of 
December at the highest rate in six years. 
Wool consumption has shown a rising trend, 
the latest figures in mill takings of raw wool, 
(October), indicating a total of 51,477,000 
pounds, which is the highest for any month 
this year, and for the first time since February 
exceeds the total of the corresponding month 
of 1927. The silk goods industry, after a year 
of record volume in 1928, is making such ac- 
tive preparations for Spring as to lead to fears 
of overproduction. 

Outlook in the oil industry is always un- 
certain, and this year is no exception, despite 
the greater cooperative spirit manifested which 
has had the effect of materially curbing over- 
production during the past year. Despite the 
conservation movement, however, the industry 
during 1928 added 30,000,000 barrels to the 
already excessive storage supplies. With a 








large amount of production shut-in, recent dis- 
covery of new fields, and constant improvement 
in transportation and refining facilities, excess 
supplies during the coming year, according to 
The Lamp, official organ of the Standard Oil 
Co. of N. J., may reach 60,000,000 barrels, 
thus emphasizing the need not only of con- 
tinuing but of increasing the effectiveness of 
conservation efforts if the industry is to be kept 
in sound condition. 


Money and Banking 


The Reichsbank, of Germany, has been the 
principal gainer of gold during the past year, 
its reserves in vault having increased steadily 
and by an amount in the aggregate of about 
$201,000,000. The movement is remarkable, be- 
cause Germany has an adverse trade balance 
and also has the reparations payments to 
make, and it can be accounted for only by Ger- 
man borrowings abroad. It means that at least 
in the form of ready money, Germany is gain- 
ing more capital than she is losing. It is a 
continuance of the movement which has been 
going on ever since the new currency system 
was established, but the influx has been larger 
in the past year than in any other. A notable 
feature has been receipts aggregating about 
$70,000,000 from Russia, which is much in ex- 
cess of that country’s annual gold production 
and indicates a reduction of its reserves, prob- 
ably made necessary by its light exports of 
grain in the past year. 

The payment of reparations of course has 
accentuated the scarcity of capital in Germany, 
but the scarcity has stimulated a return flow 
from the world’s money markets. Interest 
rates have been high in the German centers 
throughout the year, the discount rate of the 
Reichsbank standing at 7 per cent since Octo- 
ber 5, 1927. The Bank, however, now is in 
stronger position than at any previous time, 
with a reserve of gold and foreign exchange 
against notes in circulation of 64 per cent, 
against 53 per cent at the corresponding date 
last year. A reduction of the discount rate 
is predicted in the near future. 

That the Reichsbank, to some extent at 
least, has been more than a passive factor 
in the gold importations is indicated by the 
fact that its own foreign exchange holdings 
have diminished during the year by 121,000,000 
reichsmarks, or approximately $30,000,000. 

The Bank of England gained in gold from 
the beginning of 1928 to the high point of its 
reserves in September, by approximately £26,- 
000,000, or $130,000,000, but since September 
the net movement has been against it, until the 
net gain in the year has been reduced to less 
than $10,000,000. The principal drain upon it 
was to Germany, but it lost $35,000,000 to the 
United States in October and November. Its 
principal receipts during the year were from 
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the South African mines, with $10,000,000 from 
Spain for exchange stabilization. The reserve 
in the banking department of the Bank of 
England by the last statement of 1928 was 
21.5 per cent, against 55.1 per cent on Sept. 
12, the high point of the year, and 24.1 by the 
last statement of 1927. If the drain con- 
tinues undiminished in 1929 undoubtedly the 
discount rate will be raised. 

The Bank of the Netherlands, National Bank 
of Belgium, Bank of Italy and the Austrian 
National Bank show substantial gains in gold 
holdings during the past year, and the vault 
holdings of the Bank of France have been 
largely increased. Other European changes 
are unimportant. 

Notwithstanding the large amount of gold 
transferred from New York to Paris in the 
first half of the year, in preparation for the 
resumption of gold payments, the gold hold- 
ings of the Bank of France are not sufficiently 
above the required reserve to entirely satisfy 
the Bank management, and additional pur- 
chases have been made recently in London and 
New York, presumably for transfer to Paris. 
The reserves of the Bank of France have in- 
creased since stabilization was effected by 
about $110,000,000, but its demand liabilities, 
mainly in notes, have increased in approxi- 
mately the same proportion. It holds a re- 
serve of about 39 per cent, against the re- 


quired 35 per cent. The Bank’s foreign credits, 
including bank balances, bill holdings and ex- 
change loaned, aggregate about $1,305,000,000, 
against similar holdings of $1,422,000,000 at 


the stabilization date, last June. Obviously 
the Bank remains in a very strong position, the 
result of revaluing its gold holdings in francs 
of lower unit value. 

The drain of gold to Germany was mainly at 
the direct expense of the Bank of England, but 
by tightening the London market has affected 
money rates in all countries to some extent, 
and no doubt lessened the recent movement 
from London to New York from what other- 
wise it would have been. Something over 
$500,000,000 of the foreign holdings are be- 
lieved to be in the United States, but the 
French Government has a debt to the United 
States Government of $407,000,000, which 
will fall due on August 1, 1929, unless the 
pending treaty which includes this debt in 
the war-debt settlement is ratified in the 
meantime. This situation seems to make it 
probable that a sum equal to the maturing 
debt will remain pending ratification or other 
settlement. 


The Banking Year in the United States 


The condition of the Federal Reserve banks, 
as of December 26, 1928, compares with that 
of December 28, 1927, as follows: 


Dec. 26, 1928 

Gold Reserves $2,584,000,000 
Discounts and Advances 1,167,000,000 
Open Market Bills 89,000,000 
United States Securities.. 232,000,000 
Total Bills and Securities 1,899,000,000 
Ratio of Reserve to com- 
bined Note and Deposit 

Liabilities 61.6% 66.8% 
Member Bank Reserve 

Deposits - 2,409,000,000 2,431,000,000 

The gold reserves show a loss much smaller 
than the gold exports of the year, due to the 
fact that a large part of the gold which actual- 
ly left the country during the year had been 
previously earmarked. : 

The total amount of reserve credit in use 
at the latest date is only $301,000,000 greater 
than at the corresponding date in 1927, but 
this does not give a correct idea of the amount 
of aid extended to the member banks. Hold- 
ings of United States securities have been re- 
duced $371,000,000, but discounts and advances 
to member banks are $558,000,000 higher, 
and open market bill purchases, which also 
afford direct relief to the banks, are $104,- 
000,000 higher, the increase in the last two 
items aggregating $662,000,000. 

Member bank reserve deposits, which meas- 
ure the capacity to make loans, are slightly less 
at the latest date than at the corresponding 
date last year, but these figures change as the 
banks borrow from or pay off the Reserve 
banks. 


Dec. 28, 1927 
$2,739,000,000 
609,000,000 
385,000,000 
603,000,000 
1,598,000,000 


Bank Deposits Down 


It is an important fact to be noted that, con- 
trary to the usual experience of recent years, 
member bank deposits have scarcely held their 
own in the past year. Total deposits of report- 
ing member banks on December 19, 1928, were 
$20,552,000,000, against $20,535,000,000 on De- 
cember 21, 1927. Several recent statements 
have shown them below last year’s figures. 
The volume of general business has been 
larger, the. volume of credit in use has been 
larger, and the loans and investments of the 
same banks are larger than one year ago, but 
deposits have not increased. This situation 
calls for several explanations. 

In the first place, as explaining the failure of 
deposits to increase, the high rates of interest 
ruling for brokers’ loans in the last half of this 
year had the effect of depleting deposits, indi- 
vidual depositors and corporations having their 
funds transferred to the loan market. Loans of 
this class on the New York market increased 
by more than $1,300,000,000 during the year. 
This loss of deposits was offset by natural 
growth and by the gain resulting from the in- 
creased amount of Reserve credit in use: 
Moreover, while demand deposits diminished, 
time deposits, requiring smaller reserves, in- 
creased. 

The increase of loans by member banks dur- 
ing the year was mainly in the commercial 
class. Loans on stocks and bonds increased 





to May, declined in June, but made a recovery 
from September to December, with the ex- 
pansion of Reserve credit. Investments in- 
creased to the latter part of June and then 
decreased by $200,000,000 to the end of the 
year. Since June there has been practically 
no increase in the aggregate of bank loans and 
investments, 


Rising Interest Rates 


Under the pressure of a normal expansion of 
the demand for commercial credits and increas- 
ing demands from the stock market, while 
bank reserves were diminishing through gold 
exports, credit became relatively scarce and 
interest rates advanced. The banks gave the 
preference to trade and industry, as by all 
sound reasoning they are bound to do, and 
deliberately maintained stable rates on this 
class of loans at a level very much below the 
rates that were to be had in the collateral loan 
market. Trading in stocks is entirely legiti- 
mate, and a ready and active market is a useful 
auxiliary of all business, but it is not desirable 
that an undue proportion of available funds 
shall be absorbed by the stock market, or 
that such competition for funds shall raise 
the rates upon trade and industry to a burden- 
some degree. This has been the governing 
consideration in banking policy. 

The banks might have obtained more funds 
from the Reserve banks by rediscounting com- 
mercial paper, but were disinclined to use 
such funds for brokers’ loans, for one reason 
because such lending would be in violation of 
Reserve policy, and for another reason because 
it would weaken their own position to divest 
themselves of eligible paper to lend upon in- 
eligible paper. As a rule they confined brokers’ 
loans to such funds as they had available after 
their commercial demands were satisfied. This} 
was a limited supply, and in view of increasing | 
activity and rising prices in the stock market, 
insufficient to meet the demand in that quarter. ‘ 
The result was that interest rates advanced 
under competitive bidding, and considerable 
additional money was attracted from various 
quarters. Reference is made above to the fact 
that bank depositors caused large sums to be 
loaned in the market for their accounts, 
while the volume of loans reported by New 
York banks for out-of-town correspondents 
increased over $300,000,000 during the year. 

The break in the stock market in June was 
accompanied by a sharp decline of brokers’ 
loans, the volume of which did not fully re- 
cover until October, when the Reserve au- 
thorities adopted a more liberal policy toward 
acceptances, for the purpose of financing the 
Fall movement of the crops. 

The policy of the Reserve banks since Sep- 
tember was so important a factor in the supply 
of credit and the course of interest rates in that 
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part of the year that we quote an account of 
the same from an address made by Dr. W. R. 
Burgess, Assistant Reserve Agent of the Fed- 
eral Reserve Bank of New York, at the annual 
meeting of the American Acceptance Council, 
December 11, 1928. 


Reserve Bank Policy 


Dr. Burgess explained the usual course of 
credit expansion in the Fall of the year, and 
the manner in which the Reserve banks had 
practically done away with the autumnal 
stringency which occurred regularly before 
the Reserve system was established. He ex- 
plained in this connection the development of 
the use of the bank acceptance as an instru- 
ment of credit, particularly in the foreign 
trade, and the interest of the Reserve author- 
ities in extending the open market for these 
acceptances. He said, in part: 


What actually occurs is that in the autumn the 
amount of bills (acceptances) increases beyond the 
absorptive power of the market and they overflow 
into the Reserve Banks (which follow the policy of 
standing ready to buy the market’s surplus bills). 
Thus additional Federal Reserve funds are put into 
the money market without member bank borrowing. 
The immediate effect on the money market is much 
the same as a gold import. The amount of Federal 
Reserve funds called into use by this autumn over- 
flow of the market’s surplus bills into the Reserve 
Bank has for some years past provided on the average 
about two-thirds of the autumn requirements for 
Federal Reserve Credit. 


This year the volume of acceptances was 
larger than ever before, partly it may be as- 
sumed because this form of financing is be- 
coming more generally known, and partly no 
doubt because the acceptance rate was rela- 
tively lower, in comparison with prevailing 
interest rates, than heretofore. The result was 
that more acceptances were issued, and the 
high interest rates and generally tight credit 
situation caused more of them than usual to 
flow to the Reserve banks. The speaker de- 
scribed the Fall situation as follows: 


In August and September money rates were de- 
cidedly firm, but instead of growing firmer still as 
the autumn advanced they eased slightly in October 
and November. Between August and Nevember there 
was an increase in the requirement for Federal Re- 
serve credit for currency and bank reserves amount- 
ing to about 200 million dollars, but this increase in 
demand had no effect upon money conditions because 
the acceptance holdings of the Reserve Banks were 
increased by about 300 million dollars. Because of a 
large volume of bills in the market and the high level 
of money rates, together with considerable liquidation 
of bills by foreign banks of issue, this large amount 
of acceptances found its way into the Federal Re- 
serve Banks. The net result was that the money 
market gained funds instead of losing, and money 
rates instead of becoming firmer became temporarily 
slightly easier. 

Purchases of bills by the Reserve Banks were ex- 
ceptionally large this year, for the reasons indicated. 
Ordinarily bill purchases are less than the total in- 
crease in requirements for Federal Reserve credit and 
member bank borrowings are increased 50 to 75 million 
dollars over this period. The increase in bill holdings 
is usually just sufficient to prevent any considerable 
firming in money conditions, and thus ordinarily acts 
as an important stabilizing force in the money market 
at the period when crops are being moved and holiday 
trade is getting under way. 
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This explains the easier money conditions 
in October and November, which contributed 
to the rally in stock prices during those 
months and the consequent increase of brok- 
ers’ loans. The reference to an increase of 
$300,000,000 in Reserve credit, equivalent as 
the Reserve official says, to equal importations 
of gold, is commended to the attention of the 
individuals who fancy that the volume of 
brokers’ loans is quite independent of Reserve 
policy. 

Early in December the Reserve authorities, 
aware that the credit which they were releas- 
ing was finding its way to the stock market 
and being tied up there in indefinite employ- 
ment, and considering that the crux of the Fall 
commodity movement to be over, tightened 
up the purchase of acceptances, and the vol- 
ume began to run off. The result was a tight- 
ening of money which was followed by a break 
in the stock market which reduced brokers’ 
loans about $300,000,000, and wiped out the 
greater part of the price advances of the pre- 
vious two months. 


The Extent of Reserve Control 
Dr. Burgess rendered a service in com- 
menting rather definitely upon the subject of 
the extent of the control which Reserve policy 
may expect to exert over fundamental eco- 
nomic tendencies. He pointed out that its 


influence can be effective only within narrow 


limitations, and what he said of the funda- 
mental obligation to protect Reserve bank 
reserves is especially pertinent. We quote: 


One further thought should be added to this dis- 
cussion, for there is always danger that a discussion 
of this sort should leave an impression that the Re- 
serve System is omnipotent. In practice there are at 
least three important limitations to Federal Reserve 
powers. The first is that the Federal Reserve action 
is only one of many influences upon the money mar- 
ket. The Reserve System may influence but cannot 
control the international flow of funds, the accumula- 
tion of capital, the spirit of speculation, the use of 
currency, and many other factors. Indeed any Federal 
Reserve action tends to set up its own offsets. High 
money rates tend to draw funds from all over the 
world; low money rates tend to repel gold and en- 
courage the use of credit and thus lead in turn to 
higher rates. Thus any policy sets in motion the very 
tendencies which will nullify it in the long run. 

A second limitation is that, generally speaking, the 
Reserve Banks can only deal with the total volume 
of credit, with the money market as a whole, and not 
with particular uses of credit. A change of rates or 
an open market operation affects all interest rates. 
The System, for example, cannot exert an influence 
toward higher money rates for speculative use of 
credit without to some extent raising the cost of 
commercial money. 

This is true whether the speculative use of credit 
be in real estate, commodities, the security markets, 
or anywhere else. The System can deal with a gen- 
eral inflation by raising rates and selling securities, 
but has limited power to deal directly with specific 
situations. That is a problem for the banks who 
grant credit and for individuals who use it. 

Still a third limitation on the action of any bank 
of issue is the necessity for protecting its gold re- 
serves. Historically banks of issue have perforce de- 
termined their policy largely from this necessity and 
only as a secondary consideration have been able to 
consider the general desirability of easy or dear 
money for a country’s prosperity. Since 1921 this 





country has had so much gold that it needed to give 
but little regard to its protection. In fact, the prob- 
lem was reversed—we had to consider the ultimate 
danger of too large gold reserves. The loss of half a 
billion of gold in the past eighteen months brings 
us nearer to the time when the status of the country’s 
gold reserve cannot be disregarded, and when the 
Reserve System will of necessity operate more nearly 
in accordance with the traditional practice of banks 
of issue under the gold standard. 


The Present Outlook 


There is no apparent reason for thinking 
that conditions in the money market in the 
coming year will be fundamentally different 
from what they have been in the past eight 
months. The supply of bank credit is de- 
pendent upon the gold reserves, and gold will 
not come to the United States from other 
countries unless interest rates are high enough 
to make this the best place to employ money. 
Other countries will resist attempts to take 
gold from them, and will bid against us for 
new supplies. This is enough to indicate that 
we will not have cheap money unless some- 
thing happens to release credit in this coun- 
try, such as a decline of general business 
activity or a decline of prices in the stock 
market. 

Business is unusually promising, and if it 
comes up to expectations will want increasing 
supplies of credit. There is still plenty of op- 
timism in the stock market and probably more 
credit will be wanted in that quarter. A period 
of relaxation always follows the beginning of 
the new year, dividend and interest disburse- 
ments will be larger than usual this time, and 
doubtless considerable liquidation Will occur. 
Rediscounts at the Reserve banks naturally 
will decline, bank reserves rise, and money be 
easier in all divisions of the market. 

This, however, will not furnish a safe basis 
for calculations running far into the year. If 
business is destined to want more bank credit 
it will naturally have the first call on the sup- 
ply, as heretofore, and this will leave less for 
the stock market than even in 1928, unless the 
market bids resolutely for more, at rates that 
will attract it from other uses. 

The effects of rising prices or rising interest 
rates go beyond the mere burden of the higher 
charge. The rise occurs as the result of a de- 
mand in excess of the supply, and is bound to 
continue until enough of the demand is elimi- 
nated to bring the situation into equilibrium. 
Interest centers in the effects of this elimina- 
tion of demands. In the prospective situation 
it may occur as the result of a discriminating 
study of the cost of carrying stocks in com- 
parison with the probable returns, or may oc- 
cur as the result of a falling off in demand for 
money for the expansion of business, particu- 
larly for the kind of expansion which requires 
permanent investments. 


Numerous arguments are offered to show 
that an increasing volume of brokers’ loans 





does not necessarily mean that money is taken 
from trade and industry. This contention can 
be easily justified from the record of recent 
years, when the amount of credit available was 
increasing faster than business would use it. 
That period, however, is definitely past, unless 
we assume that gold imports are to be re- 
newed on a considerable scale, which of itself 
assumes the prevalence of high interest rates. 
The real test of whether or not business is 
affected by the demands of the stock market is 
found in the interest rate which the market 
finds it necessary to pay in order to draw 
money from elsewhere and from other uses. 

One theory occasionally advanced on the 
stock market is that the Reserve banks will be 
compelled to abandon their “tight money pol- 
icy” if they find it is injuring business, and 
that thus the market is assured of eventually 
having its wants supplied. This is not a safe 
assumption. It implies that the Reserve 
authorities would allow their policy to be in- 
directly determined by any speculative opera- 
tions which might draw heavily upon the 
supply of bank credit. As Dr. Burgess states 
in the third quotation given above, the Reserve 
authorities cannot control the use of credit 
after they have released it; they can only con- 
trol inflationary tendencies at the source of 
credit, by administering the Reserve act 
according to its terms. The primary con- 
sideration with any central bank is that of 
“protecting its reserves”; easy money is a 
“secondary consideration.” 

It is true that the Reserve authorities let out 
the $300,000,000 of credit already referred to, 
for the purpose of relieving business needs dur- 
ing the Fall months, and their readiness to 
repeat this action may depend upon their suc- 
cess in recovering that credit in the next few 
weeks. 

It is significant that there has been practi- 
cally no increase of bank loans and investments 
since last June, and that notwithstanding the 
increase of loans in the market by individuals 
and corporations, the high level of brokers’ 
loans in June was not equalled again until 
fresh issues of Reserve credit became a factor 
in the situation about the first of October. It 
indicates that the credit situation is in the 
hands of the Reserve authorities. 


Money in December 


Interest rates in the collateral loan market 
have averaged higher in the past month than 
in any other week of the past year. The re- 
newal rate in the call market did not fall be- 
low 7 per cent, was 7 per cent on five days, 
8 per cent on six days, 9 per cent on five days, 
10 per cent on one day and 12 per cent on 
two days. 

Time loans on collateral security were made 
as low as 7 per cent in the first week of the 
month, later advancing to 74-734 per cent. 
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Rates upon commercial paper were unchanged 
at 5% to 534 per cent. 

What might have been a very tight situa- 
tion at the end of the month’ was relieved by 
action of the member banks in adding $221,- 
000,000 to their rediscounts in the week ended 
December 26, together with the action of the 
Reserve banks in increasing their holdings of 
open market bills by $36,000,000 in the same 
week. 

The Acceptance Situation 


Mention was made last month that the Re- 
serve banks had reduced their purchases of 
bank acceptances, and an account of the un- 
usual increase of these holdings during the 
Fall months is given in the foregoing quota- 
tions. After the middle of November, Reserve 
holdings remained fairly constant, except for 
a decline in the week ended December 19, 
which was made good in the week following. 
While the high rates ruling for money had in- 
creased the volume of acceptances offered, 
they also had the effect of narrowing the mar- 
ket for them. Banks have quite consistently 
followed the policy of taking care of their 
own commerciak customers on terms slightly 
above the Federal Reserve discount rate, but 
have not been disposed to take care of each 
other’s customers on, that basis. The result 
has been that acceptances have accumulated 
in the hands of dealers, who were obliged to 
carry them at a loss,,except as they could en- 
list the aid of the Reserve banks. The total 
amount of acceptances outstanding on No- 
vember 30 was $1,200,355,724, against $1,122,- 
746,889 on October 31 and $1,029,490,434 
November 30, 1927. On account of the condi- 
tions stated the dealers’ buying rate was ad- 
vanced % per cent in December, making the 
margin between buying and selling rates 4 
per cent. 

The bank acceptance is the highest form of 
commercial credit, and therefore the choicest 
class of paper a bank can have, and entitled 
on its merits to the lowest rates. In a money 
market like this, however, it is under a dis- 
advantage in comparison both with regular 
customers’ paper and brokers’ loans, in the 
first instance because nobody is under obliga- 
tions to buy it, and in the second, because of 
the relatively low rate. The volume of ac- 
ceptances would grow rapidly if the market 
were broader, but on December 26 the Reserve 
banks were carrying $489,000,000 on their own 
account and $327,000,000 for foreign corre- 
spondents, or a total of $816,000,000 of ap- 
proximately $1,200,000,000 in all outstanding. 
Thus the market is unduly dependent upon 
Reserve support. 

Inasmuch as the Reserve banks are expected 
to tighten up sharply on open market pur- 
chases in January for the purpose of reducing 
their holdings, efforts are being planned to 
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induce the member banks to consent to appor- 
tion among themselves on a preferred rate 
basis an amount of acceptances sufficient to 
maintain the present volume. If this plan is 
a success the run-off at the Reserve banks 
will be cared for by the increased lending 
capacity of the members as the return flow of 
currency occurs. Here is an issue between 
the bill market and the stock market. 


Brokers’ Loans 

The figures for the aggregate of brokers’ 
loans as reported by the Stock Exchange are 
collected monthly, for the first day of the 
month. For the first of December the figures 
were $6,391,644,264, which compares with $5,- 
274,046,281 on June 1, $4,837,347,579 for Au- 
gust 1, the low point after the June slump, and 
$4,432,907,321, on January 1, 1928. 

The figures for brokers’ loans as reported 
by the Reserve Bank of New York are col- 
lected weekly and as they include only loans 
by the member banks of New York City, are 
always smaller than the figures reported by 
the Stock Exchange. For December 26, the 
total is $5,091,427,000, which compares with 
$5,394,590,000 on December 5, showing a de- 
cline of $303,000,000, as a result of the break 
in the stock market which began on the 6th. 

The figures for these banks, and the dis- 
tribution of the loans as between themselves, 
correspondent out-of-town banks, and 
“Others,” on December 28, 1927, December 5, 
1928, and December 26, 1928, are as follows: 

Dec. 26,1928 Dec. 5,1928 Dee. 28, 1927 
Loans on own account $1,109,000,000 $1,271,000,000 $1,373,000,000 


For out-of-town banks 1,660,000,000 1,838,000,000 1,338,000,000 
For others 2,322,000,000 2,285,000,000 1,006,000,000 


$5,091,000,000 $5,394,000,000 $3,717,000,000 





Loans for out-of-town banks decreased 
$90,000,000 in the week ended December 26, 
and loans for Others decreased $9,000,000, but 
the New York City member banks increased 
their loans by $78,000,000 to relieve the situa- 
tion. 


Public Capital Issues in 1928 


In spite of erratic markets in certain sections 
of the security list and an abnormal shrinkage 
in the volume of new offerings during the sum- 
mer months, the final figure for the total of 
corporate, municipal and Government financ- 
ing offered in American markets during 1928 
will hold up well to the high records estab- 
lished during 1927. Figures for the first eleven 
months indicate a total volume for this year 
of around $9,500,000,000, as compared with the 
record for all time established last year, of 
about $9,871,000,000. The most important de- 
clines were shown in the foreign government 
list, domestic municipals, railroads, oils, and 
motors and accessories. 

Substantial declines were registered in the 
volume of domestic corporate refunding opera- 





tions through long term bonds and notes, and 
substantial increases in the volume of refund- 
ings in this group through common and pre- 
ferred stocks. The latter will show an increase 
of over 100 per cent over 1927. The generally 
higher level for stock prices during the year 
has furnished the opportunity for many corpo- 
rations to refund their higher coupon bond 
issues into equity securities on a substantially 
lower dividend yield basis, thus effecting sub- 
stantial economies in capital carrying charges. 

The table below compiled from figures fur- 
nished by the Commercial and Financial 
Chronicle gives a six-year comparison of cor- 
porate financing by eleven-months’ periods, 
with total volume of new corporate securities 
and refunding issues listed separately. 


New Corporate Issues in the United States 
in Millions of Dollars 


Eleven Months Ending November 
1923 1924 1925 1926 1927 


311 475 
1,497 1,707 


eae 64 355 
Public Utilities 728 1,208 1,332 
Iron, Steel, Coal, Copper, 

C6) eee AOE 
Equipment Manufac- 

turers nee 
Motors and Accessories... 
Other Industrial and 

.. Manufacturing 





il 
Land, Buildings, etc... 
Rubber 

Shipping 

Miscellaneous 


Tetal New _ Corporate 
Securities ~...... 2,440 3,007 3,625 
Refunding Issues... 515 457 594 


Grand Total... 2,955 3,464 4,219 4,869 6 
Above grand total includes the following: 

a a 106 99 20. 

Other Foreign... 24 142 342 439 529 


Foreign Financing 

Detailed figures for foreign financing com- 
piled by the United States Department of 
Commerce and now available for the first 
eleven months of the year indicate that the 
total volume of foreign loans floated in the 
United States during 1928 will approximate the 
$1,586,000,000 total reached last year. There 
has, however, been considerable readjustment 
in the volumes for the various investment 
groups and geographic sections. The increase 
in volume for 1927 over the previous year, for 
instance, was accounted for almost entirely 
by the increase in foreign government, provin- 
cial and municipal issues. The volume for this 
group in 1928 will be only slightly over $600,- 
000,000 as compared with $870,000,000 in 1927, 
the decrease representing reduced offerings 
from Europe, Canada and Latin America. The 
indicated increase in volume of new foreign 
corporate issues will be accounted for almost 
entirely by the greater amount of European 
corporate offerings, largely from Germany 
and Italy. The total for this item will be 
nearly $400,000,000 as compared with $281,- 
000,000 in 1928. Foreign refunding operations 
have been on a larger scale than during any 
year since 1924, 
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The growing importance of the United 
States as a market for foreign bonds is evi- 
denced by the following table eovering the 
number of new issues and par value of foreign 
bonds listed on the New York Stock Exchange. 
The abnormal increase in par value between 
October Ist, 1927 and August Ist, 1928 is ac- 
counted for by the addition of approximately 
$12,000,000,000 of British Government bonds 
during April, 1928: 

Par Value 
3,881,058,000 
4,410,811,000 
4,848,507,000 


5,350,903,000 
18,138,803,000 


Number of Listings 
163 


January ist, 1925 
January Ist, 1926 
January list, 1927 
October ist, 1927 
August Ist, 1928 











Below is presented a six-year comparison of 
foreign loans floated in the United States, com- 
piled from official figures furnished by the 
United States Department of Commerce. The 
1928 totals cover only eleven months. 


Foreign Loans Floated in the United States in Millions of 
Dollars 
1923 1924 1925 1926 

Government, provincial & 

municipal issues (in- 

cluding corporate issues 

officially guaranteed): 

Europe ~........ 

Canada ... 

Latin America 

Far East... 

U. S. Terr: 


1927 1928* 





Total 

Corporate Issues: 
Europe 
Canada —. 
Latin America 
ee 
U. S. Territorial Pos- 
SORCIOING csc rcctcciseereresiorreene 


SS ee ee 
Total Issues: 

Europe 

Canada —... 

Latin America 

ae 

U. S. Territorial Pos- 

ee 


Total New Securities 395 
Refunding 1 


Grand Total_™___. 538 1,210 1,275 
*11 months ending November 30th. 


Treasury Operations During 1928 


The principal Treasury operations during 
1928, outside the refunding of short term is- 
sues, centered around the refunding and retire- 
ment of the Third 4% per cent Liberty Loan 
maturing September 15, 1928, about $2,150,- 
000,000 of which were still outstanding at the 
beginning of the year. The general plan of pro- 
cedure in this operation was quite similar to 
that followed in the retirement of the Second 
Liberty Loan during 1927. It was accom- 
plished through several steps, the first of which 
was an offering early in February of five-year 
3% per cent Treasury obligations in exchange 
for Third Liberties. The amount of bonds 
actually tendered for exchange under this offer- 
ing was around $650,000,000, or about one-third 
of the total amount then outstanding. On July 


5th the Secretary of the Treasury announced 
another exchange offering, this time Treasury 
3¥% per cent bonds maturing on June 15, 1943 
and callable after June 15, 1940. This offer- 
ing was par for par but carried with it the 
provision for payment by the Treasury of 
the full six months interest from June 15th 
to September 15th, 1928 on Third Liberty 
4%4s surrendered in exchange. These two 
exchange offerings, together with outright 
purchases by the Treasury for cash, reduced 
the outstanding Third Liberties to well under 
$1,000,000,000 by September Ist, when final ar- 
rangements for meeting the maturity were 
made through an offering of nine-months’ 4%4 
per cent Treasury Certificates of Indebtedness. 


The final redemption of this Third Liberty 
Loan brings to a close the vast operations be- 
gun last year which in the course of eighteen 
months resulted in the refunding or retirement 
of over $5,000,000,000 of maturing Liberty 
issues. About $1,300,000,000 were retired 
from sinking fund and surplus, the balance 
being replaced by long term bonds bearing 
3% per cent, three-five year notes bearing 3%4 
per cent, and several shorter term certificate 
issues maturing on quarterly tax payment 
dates. Before the war, when large issues ma- 
tured and the money market was favorable for 
refunding, it was not unusual for the Govern- 
ment to issue a new loan for the same amount 
and for the same period of years as the old. 
Several smaller issues approaching maturity 
were sometimes consolidated into a single long 
term loan. The present Treasury policy of 
refunding gradually into shorter term obliga- 
tions apparently has back of it the desire to 
arrange Government maturities so that they 
will be on practically a self liquidating basis, 
a fair part of these obligations to be extin- 
guished at maturity from Treasury surpluses 
and remittances on foreign government debt. 

The chart below shows the changes in the 
volume of gross public debt outstanding and 
in average interest rates. From a high of about 
$27,000,000,000 in 1919 g.__.s Government debt 
has been reduced to about $17,493,000,000. The 
excellent record of the Treasury Department 
in bringing about these substantial reductions 
and making more practical rearrangements of 

ret 
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maturities suggests the possibility that such 
issues must finally enjoy a real scarcity value. 
From the long range standpoint, therefore, the 
market outlook for Government securities is 
quite attractive. 

Mixed Trend in Bond Prices 

Bond prices at the beginning of the year 
continued in the almost uninterrupted upward 
course of the past four years. Prevailing low 
interest rates and low Federal Reserve redis- 
count rates, coupled with excellent public buy- 
ing, stimulated an outflow of new issues in un- 
precedented volume. These conditions, how- 
ever, did not last long. Successive increases in 
the Federal Reserve rediscount rate to 4 per 
cent, then 414 per cent, and finally 5 per cent, 
forced a sharp correction in stock prices. The 
bond market also felt the effect of higher rates 
and gradually eased off, the low point in the 
averages being reached during the summer 
months. Another factor tending to weaken the 
bond price structure was the substantial 
volume of bank liquidation. Higher time and 
call money rates proved so attractive during 
the latter half of the year that a substantial 
volume of bank and corporate funds, a fair part 
of which had previously been employed in long 
term securities, naturally found its way into 
the money markets. 

During recent months the market has recov- 
ered somewhat under the stimulus of renewed 
institutional and private buying by those in- 
vestors who feel that long term securities are 
now decidedly in the buying range. Present 
depressing factors seem of a more or less 
temporary character. It is fairly certain, for 
instance, that corporate surpluses now being 
employed in call money markets will remain 
there only so long as the rates are attractive, 
and in the long run it may be confidently ex- 
pected that bonds will maintain the preferred 
position with the great body of investors which 
they have held in the past. 

The chart below, made up from the Stand- 
ard Statistics average for 60 bonds, shows the 
price trend since 1900 and helps to place the 
present market in its true long range perspec- 
tive. Bond prices today are substantially 
higher than during the abnormal years follow- 
ing the World War, yet they are near the low- 
est levels attained at any time during the 
period from 1900 to 1916. The investor who 
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seeks long term employment for his funds at 
attractive rates can be confident that the pres- 
ent market is considerably in his favor. 


Group Comparisons 


Comparative quotations for the past three 
years of 10 representative issues in each prin- 
cipal investment group give a more detailed 
picture of price trends and show the group 
variations : 


HIGH GRADE MUNICIPALS 
(20-Year Maturity) 


———— PRICE AND YIELD——_, 
Dec. 15,'26 Dec. 15,’27 Dec. 15, 28 


1013 4.13% 104 % 101% 4.15% 
110% ; 


New York Ow. 44s. 
Cleveland, 4%s 
Kansas Cine” Mo. 4%s.. 105 
State of Mich. 4%s 1053 4.10% 
State of Missouri 4%4s.. 102 4.10% 105% 3.85% 
State of West Va. 4%4s 105% Pett 105% 3 rot 
State of Illinois 4s 99 
Detroit, Michi ?—7 4%s.. Pert 1 
City, ed 4%s.. 104% 4.15% 4. 
as yh Ay 4%s.. 102 4.35% 106 4.05% 103% 4.25% 


4.13% 3.89% 4.125% 


HIGH GRADE RAILS 


PRICE AND YIELD———, 
Maturity Dec 15,’26 Dec. 15,’27 Dec. 15,’28 


Atch. General 4s....1995 92% 4.32% son 4.09% 
Balt. & OhioGold4s 1948 9334 4.43% 4.17% 
C. B. & Q. Gen. 48s 1958 933% 4.37% 98 4.12% 
L. & N._Unif, 43.. 1940 9654 4.37% 

N. Y¥. Cent. 3%s 1997 aie 4.36% 87 

Norfolk & West. 4s 1996 93 4.32% 97% 4.07% 91% 4. 138% 


Nor. Pac. 
91% 4.40% 97% 4.11% 90 4.47% 


Liens 4s 1997 
Penn. Cons. 4%s.... 1960 102 4.39% 106% 134 101% 4.42% 
4.37% 97% 4.12% 4.50% 


Southern Pac. 
Ref. 4s 1955 93 92) 
4.40% 98% 4.11% 94% 4.43% 
4.37% 4.11% 4.45% 


Union Pac. First 4s 1947 94} 
PUBLIC UTILITIES 


-—— PRICE AND YIELD——_, 
Maturity Dec. 15,'26 Dec.15,’27 Dec. 15,’28 


Tenn, Elec. Power 
. 1947 105% 5.55% 107 5.41% 106% 5.45% 
Bklyn. Ed. Gen. 5s 1949 10434 4.68% 10554 4.58% 104% 4.67% 


Mont. Power Ist 
1943 102 4.82% 104 4.64% 103% 4.70% 
Cons. Power Ist Lien 
and eg 5s "1982 102% 4.85% 104% 4.67% 102% 4.81% 
Amer. Tel. & T 
Cc 1946 102% 4.79% 105% 4.56% 104% 4.66% 
. 1942 100% 4.98% 103 4.71% 102% 4.76% 
1939 9856 4.62% 101% 4.31% 99% 4.51% 
Coke Ref. 5s 1947 102 4.85% 105% 4.57% 104% 4.63% 
Chic. Rapid Transit 
Ist & Ref. 6%s 1944 98 6.69% 96% 686% 95 7.04% 
United Railways 
Elec. 1st on 4s 1949 70% 6.52% 73% 6.27% 65% 7.33% 
5.24% 5.05% 5.256% 


INDUSTRIALS 
o—— Paice AND YIELD———_, 
Maturity Dec. 15,’26 Dec. 15,’27 Dec. 15,’28 
Til. Steel Deb. tits oe we py oa 100% 4.47% 98 4.72% 
U. S. Steel 5 1963 107% 4.69* 109 4.60* 107% 4.69* 


98% 5.13% 10456 4.67% 102% 4.84% 
107. 4.31% 108 4.17% 106% 4.30% 
Refining 5s 


101% 4.91% 102 4.84% 100%% 4.99 
— 2 Copper Ist # 3 ‘ 


msol 1953 104% 5.65% 105% 5.61% 105% 5.58% 
Wills: Over.” 6%s 1933 101% 6.19% 102% 6.07% 102% 5.89% 


Rubber Ist 
and Ref. 943% 5.45% 95% 5.36% 90 5.88% 
-_—~¥ * “—— 
- 1947 97% 5.23% 101% 4.90% 9334 5.54% 
Humble Oil & 
fining Deke Ms 1932 102%4 5.01% 102% 4.78% 101% 5.03% 


5.13% 4.84% 5.14% 


*Since a sinking fund is provided sufficient to redeem the entire 
issue before maturity by call at 110 per cent the yield has been 
figured on the basis of payments at maturity at 110. 
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FOREIGNS 


c—— PRICE AND YIELD———_, 
Maturity Dec. 15,’26 Dec.15,’27 Dec. 15,’28 


1941 102% 7.18% 115 5.88% 11254 6.06% 

" 194 106% 6.55% 105% 6.60% 

100% 102% 6.75% 

Belgium 6s "1955 92 6.63% 994% 6.07% 100% 5.99% 
ueensland 6s. J g 5. 104% 5.63% 
975% 7.25% 

By ae 

9534 5.29% 

97% 6.19% 


6.19% 





Significant Trend Toward Common Stocks 

The following table, compiled by the Com- 
mercial and Financial Chronicle, showing the 
division of financing operations over the last 
ten years, as between bonds and notes on the 
one hand and stocks on the other, is of special 
interest in view of the increased proportion of 
stocks issued in the last year: 


CORPORATE STOCK AND BOND ISSUES IN THE 


public. The latter has been in the temper to 
buy stocks on a basis which to some extent 
anticipates and discounts development. This 
has been evident in the fact that bonds having 
convertible features which give a call on stock 
over a period of time have been selling upon 
decidedly better terms than could be obtained 
for direct obligations of the same corporations. 


This optimistic attitude toward stocks, aided 
by the speculative spirit which has been fos- 
tered by the continued rise of the market level, 
has made it possible for numerous corpora- 
tions to replace outstanding bonds with stocks 
upon very favorable terms. Unquestionably 
this policy results in strengthening the capital 
structure against times of stress, but it is 
equally certain that this preponderance of 
stock financing will have the effect of 


UNITED STATES FOR A TEN-YEAR PERIOD 


(In Millions of Dollars) 








NEW CAPITAL 


REFUNDING 


Bonds & Pf. & Com. Total Per cent Per cent Bonds & Pf. & Com. Total Percent Percent 
Notes Stock Notes Stock 


Bonds& Stock 
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This change may be taken as the natural 
result, first, of the rise of bond prices since 
1920, to a level approximating that of the years 
immediately preceding the war, and, second, 
to the rise of stocks to a level which shows 
that proprietary interests are again decidedly 
in popular favor. The rise of stocks to a level 
at which yields on many issues are lower than 
current interest rates suggests the advisability 
of raising new capital, if required, by issuing 
stock, which carries no fixed obligation, in- 
stead of bonds, the interest upon which must 
be regularly met. Obviously this is especially 
true of corporations which already have a 
large proportion of their capital obligations in 
the form of bonds, and others whose business 
is of the class which is subject to considerable 
variations in volume and profits from year 
to year. 

In periods of good times, when volume of 
business is growing, profits are satisfactory 
and confidence prevails generally, stocks are 
in favor, because they represent participation 
in future developments. On the other hand, in 
times of depression, when profits are shrink- 
ing and the outlook appears doubtful, the 
value of a prior claim on earnings and assets 
naturally rises in the general estimation. 

It is apparent thit in the last year stocks 
have had the preference over bonds with the 


strengthening the position of good bonds and 
lead the way to market appreciation. The 
relative position of stocks and bonds depends, 
like all other valuations, upon the law of sup- 
ply and demand. The preference of the pub- 
lic swings from one form of financing to the 
other, but the swing either way is eventually 
arrested by the manifest advantages of a well- 
arranged division between stocks and bonds. 
If the proportion of bond financing is unduly 
large, the safety rating of bonds over stocks 
will decline, and on the other hand as the pro- 
portion of stocks to bonds is increased cor- 
poration earnings per share of stock will be 
reduced. 


Expansion of Corporate Business 


While the foregoing accounts in part for the 
increasing volume of stock offerings, of even 
greater importance is the rapid extension of 
the corporate form of business organization 
into fields formerly occupied by individual 
proprietors and partnerships—in other words, 
the encroachment of “big business” upon 
small business. The tendency is evident in 
the field of retail merchandising, where the 
chain store system has had great development 
in the last few years. As these organizations 
reach the stage of growth which enables them 
to raise capital in the public market, stocks 





CO 


are the appropriate form of offering, and this 
is true of initial financing generally. The mul- 
tiplication of finance companies in recent years 
has caused many new stock offerings. The 
industrial consolidations which are announced 
from day to day, and which usually are ac- 
companied by new financing, are likely to re- 
quire stock offerings. The dairy industry, the 
baking industry and the flour-milling indus- 
try are examples of industries which have been 
rapidly changing from small individual units, 
locally owned, to organizations controlling 
many units over the country, and supplied 
with capital through public issues. Old and 
successful businesses which have been built 
up and owned closely among partners or 
within families, eventually are sold through 
corporate organization. Stock issues enable 
the employes of an industry and the con- 
sumers of its products alike to participate in 
ownership. All of these considerations explain 
why it is that in this period of rapid business 
expansion stock issues have taken the lead 
over bond issues. 

Below are listed a few of the well-known 
companies, formerly closely held, which have 
marketed their stocks publicly during recent 
years: 


1924 
Botany Consolidated Mills, Inc. 
Commercial Investment Trust Corporation 
Douglas Shoe Company 
Eagle-Picker Seed Company 
R. Hoe & Co., Inc 


1925 
Abraham & Straus, Inc. 
Aluminum Co. of America 
Belding Heminway Company 
H. C. Bohack Co., Inc. 
Bowman Biltmore Hotels Corporation 
Edw. G. Budd Mfg. Company 
Curtis Publishing Company 
Dodge Brothers, Inc. 
Eitingon-Schild Co., Inc. 
Eureka Vacuum Cleaner Company 
First National Pictures, Inc. 
Fox Film Corporation 
F. & W. Grand 5-10-25 Cent Stores, Inc. 
General Cable Corporation 
General Ice Cream Corporation 
General Outdoor Advertising Co., Inc. 
Gotham Silk Hosiery Co., Inc. 
Chas. E. Hires Company 
Kraft-Phenix Cheese, Inc. 
Palmolive-Peet Company 
Long Bell Lumber Corporation 
Maytag Company 

1926 
Bon Ami Company 
Bloomingdale Bros., Inc. 
Caterpillar Tractor Company 
Coty, Inc. 
Equitable Office Bldg. Corporation 
Fanny Farmer Candy Shops, Inc. 
National Cash Register Company 
Johns-Manville Corporation 
Lambert Company 
Liquid Carbonic Corporation 
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Best & Co., Inc. 

Celanese Corp. of America 
Celluloid Company 

Conde Nast Publications, Inc. 
Durham Duplex Razor Co. 
Robert Gair Co. 

General Laundry Machinery Corporation 
W. T. Grant Co. 

Great Atlantic & Pacific Tea Co. 
Hershey Chocolate Corporation 


1928 
Andes Copper Co. 
Boeing co? age & Transport Corporation 
Cannon Mills, 
Consolidated ‘pile Industries, Inc. 


1928 
International Printing Ink Corporation 
John Morrell & Co. 
Mohawk Carpet Mills, Inc. 
McKesson & Robbins, Inc. 
General Mills, Inc. 
Joseph T. Ryerson & Son, Inc. 
Spregel, May, Stern Company 
Neve Drug Stores, Inc. 


The 1927 Income Tax Returns 


The Bureau of Internal Revenue has made 
public its preliminary report on the statistics 
of personal and corporate income for the year 
1927. As usual, the report is a veritable mine 
of interesting facts bearing on the progress 
of industry and well-being of the people, and 
as such is deserving of more than passing 
comment. 

Returns of individuals reporting income for 
1927, filed to August 31, 1928, numbered 
4,122,242, of which 2,464,168 were taxable and 
1,658,074 non-taxable. The aggregate net in- 
come was $22,573,317,907 and the tax liability 
$826,245,497. As compared with the returns 
filed for the previous year to August 31, 1927, 
the number for 1927 increased 46,700, or 1.14%. 
The total net income shows an increase of 
$1,008,141,581, or 4.67% and the tax an increase 
of $98,766,071, or 13.58%. The average net 
income is $5,475.98, the average amount of tax 
liability $200.43, and the average tax rate 
3.66%. 

We give below a table which shows the 
trend of personal incomes by years since 1913: 





Net Income 
$3,900,000,000 
4,000,000,000 
4,600,000,000 
6,300,000,000 
13,700,000,000 
16,000,000,000 
19,900,000,000 
23,700,000,000 
19,600,000,000 
21,400,000,000 
24,800,000,000 
25,700,000,000 
21,900,000,000 
21,960,000,000 
21,565,000,000 
4,122,242 22,573,000,000 


*Returns filed up to Aug. 31, 1927. 
**Returns filed up to Aug. 31, 1928. 


Year No. of Returns 
1913 357,598 
1914 357,515 
1915 336,652 
1916 437,036 
1917 3,472,890 
1918 4,425,114 
1919 5,332,760 
1920 7,259,944 
6,662,176 


It will be observed that although the figures 
for 1927 include only the returns filed up to 
August 31, 1928, the total was the largest for 
any year since 1924. If allowances were made 
for the raising after 1924 of the exemption on 
family incomes from $2,500 to $3,500 and on 
incomes of unmarried persons from $1,000 to 
$1,500 (thus reducing the number of returns 
filed and total income reported in these later 
years) there is little reason to doubt but that 
the figures for 1927 would be the largest on 
record. 

Sources of Income 

How it happens that 1927, a year of business 
recession, should report a higher total of 
incomes than 1926, a year of general pros- 
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perity, is revealed by the following table classi- 
fying incomes for 1927 and 1926 according to 
source: 

(000,000 omitted) 


1927 1926 
$10,047 $10,211 

3,529 3,462 

1,748 1,839 


1,574 


ner. + 
Dec. — 
—$164 


+ 67 
— 91 


+ 171 


Wages and salaries. 
Business 
Partnerships 
Profits from sale of real 
estate, stocks, bonds* 
Capital net gain from sale 
of assets held more than 
2 years 
Rents and Royalties 
Interest and Investment 
Income 1,982 
Interest on Government ob- 
ligations not wholly ex- 
empt from tax 7 36 + 11 
Dividends 4,156 3,992 + 164 
Fiduciary 380 337 + 438 


25,931 + 167 
4,366 — 841 


$21,565 +$1,008 


*Other than capital net gain from sale of assets 
held more than 2 years, 





1,745 


1,066 905 + 161 
1,398 1,518 — 120 


2,057 — 175 














Total Income 
General Deductions ... 


- 26,098 
3,525 





Net Income $22,573 





From this table it appears that wages and 
salaries did indeed show a decrease in 1927, 
mounting to $164,000,000, or 1.6%, while in- 
come from rents and royalties fel! off $120,- 
000,000, from partnerships $91,000,000, and 
from interest and investment $75,000,000. 


These decreases, however, amounting in all 
to $450,123,000 were more than offset by gains 
in other categories aggregating $616,929,000. 


Profits on the sale of real estate and securi- 
ties, including capital net gain on assets held 
over two years, amounting in all to $171,- 
000,000 furnished the largest individual in- 
crease, reflecting principally cashing in on the 
rising security markets. Income from divi- 
dends, however, was another large factor, ac- 
counting for $164,000,000 increase, reflecting 
record corporate earnings in preceding years. 
Income from business likewise gained, para- 
doxically enough, and there were increases also 
in fiduciary income and interest on Govern- 
ment obligations not wholly tax exempt. 


Even with these substantial increases, how- 
ever, the total income for 1927 amounting to 
$26,098,485,961 was but slightly greater ($167,- 
000,000 or .6%) than that for 1926, so that we 
must look for the chief explanation of the 
larger difference in total net income in the 
deductions which were $841,000,000 smaller 
in 1927 than in 1926. 


Distribution of Income 


The extent to which the increased income 
for 1927 was shared by the different income 
classes is shown by the following table com- 
paring the number of returns filed in each 
bracket for 1927 and 1926: 


1926 
Under $1,000 119,513 
$1,000 to $2,000 1,045,519 
$2,000 to $3,000 0,286,697 
$3,000 to $5,000 
$5,000 to $10,000 
$10,000 to $25,000 
$25,000 to $50,000 
$50,000 to $100,000. 
$100,000 to $150,000 4,724 
$150,000 to $300,000 3,267 3,854 
$300,000 to $500,000 892 1,135 
$500,000 to $1,000,000 468 555 
$1,000,000 ANd OVET......cceeererreeeereesers 231 283 








837,792 
1,240,400 
560,549 
246,730 
57,487 
20,520 








543,509 
250,455 
59,874 
22,460 
5,240 




















Total 4,138,092 4,122,242 





In comparing the figures allowance must be 
made for the fact that those for 1927 include 
only returns filed up to August 31 this year 
and therefore are not strictly comparable with 
those for 1926 which are complete. Moreover, 
in the case of returns filed for 1927 by persons 
having an income of less than $5,000 it has 
also been necessary to estimate the figures, the 
basis for the estimate being a sample typical 
of the data shown in the returns filed in this 
income class for the preceding year. 


Despite the incompleteness of the figures for 
1927 the number of returns increased in every 
income bracket above $5,000-$10,000. Below 
this the preliminary figures indicate a decrease 
which may mean a reduction of income in 
those classes. Before drawing this conclusion, 
however, account must be taken of the changes 
in the revenue law which made it unnecessary 
for some of the lower incomes to file returns 
in 1927. Moreover, if the preliminary figures 
for 1927, instead of being compared with the 
final figures for 1926, are compared with pre- 
liminary figures available at corresponding 
dates, the returns filed for 1927 reveal an 
increase even in these lower brackets. Thus 
it is by no means certain that when the final 
figures come out they may not make a better 
showing all around than those of 1926. 


The Trend of Large Incomes 


“Million-dollar” incomes and over increased 
from 231 to 283 in 1927, reaching a record 
total. In 1914 at the outbreak of the war they 
numbered 60. They increased rapidly to 120 in 
1915, and 206 in 1916, the years of our neu- 
trality, and dropped off to 141 in 1917 and 67 
in 1918, the years of our participation. Not 
even the post-war boom of 1919 and 1920 
checked the decline which continued to a low 
point of 21 in the deflation of 1921. By 1924 
they were back to 75, whence they jumped to 
207 in 1925, and after that to 231 in 1926 and 
283 in 1927, as already stated. 


In the latter year something over $586,- 
000,000 of aggregate net income was included 
in this group, a total, however, which repre- 
sents but 2.60% of the total reported net 
income of over 22% billions, and is a far 
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smaller percentage of the aggregate of all in- 
comes including those exempted from the 
necessity of reporting. 

Nevertheless, despite the smaller percentage 
of total net income to be found in the high 
brackets, one of the outstanding facts about 
the returns is the concentration of tax shown 
in these brackets, due of course to the opera- 
tion of the surtax. Though representing but 
2.60% of the total reported income, the 283 
incomes in the million-dollar class paid 11.69% 
of the total tax collected. 11,067 incomes in 
the class of $100,000 and over aggregating 
12.45% of the total income paid 53.74% of the 
total tax, while 343,856 incomes in the $10,000 
class and over aggregating 44.79% of the total 
income, paid 95.99% of the tax. 

Considering these figures in the light of our 
population of gainfully employed amounting 
to 41,600,000, it is plain to see the basis for the 
Treasury’s observation in its last annual report 
to the effect that “The income tax in this 
country has become a class rather than a 
national tax.” 


Corporate Incomes Decrease 


Corporate incomes, in contrast with personal 
incomes, showed very plainly the effects of 
trade reaction in 1927, the net income of corpo- 
rations which made money and whose returns 
for 1927 were on file by August 31 this year 
falling $1,144,000,000 or 12.4% below the total 
indicated by the 1926 returns filed up to August 
31 last year, while the aggregate net deficits 
of those concerns which lost money increased 
by $258,650,000, or 12.5% during the same 
period. 

The following table compares the number 
of corporations reporting net income and 
deficits, together with the amounts by years 


since 1916: 
Corporations Report- Corporations Report- 

Tetal No. ing Net Income ing Ne Net Income 
of Corpo. Net Income Deficit 

rations Number (Thous. Doll.) Number (Thous. Doll.) 
$41,253 206,984 8,765,909 134,269 656,904 
351,426 282,079 10,730,360 119,347 629,608 
317,579 202,061 8,361,511 115,518 689,772 
320,198 209,684 9,411,418 110,564 995,546 
345,595 208,238 7,902,655 142,362 2,029,424 
356,397 171,239 4,336,048 185,158 3,878,219 
382,883 212,535 6,963,811 170,348 2,193,776 
$98,933 233,339 8,321,529 165,594 2,013,555 
417,421 236,389 7,586,652 181,032 2,223,926 
430,072 252,334 9,583,684 177,738 1,962,628 
455,320 258,134 9,673,403 197,186 2,168,710 
412,763 248,892 9,212,264 163,871 2,052,784 
452,853 249,847 8,068,201 203,006 2,811,434 

*Returns filed up to Aug. 31, 1927. 
**Returns filed up to Aug. 31, 1928. 


Judged by these figures, the 1927 slump in 
earnings was severer than that of 1924, though 
much less severe, of course, than that of the 
deflation year 1921. At $8,068,200,905 the net 
income of successful companies revealed in the 
returns filed up to August 31 was not only 


below that of 1926, but below that of 1925 and 
1923 as well, with the possibility, however, 
that final figures for the year may pull the total 
above that of 1923. 

Taking corporate deficits as well as surpluses 
into account, it appears that the net margin 
of income over deficits was slightly larger in 
the year 1925 than in 1926, generally assumed 
to have been the most prosperous year for 
business. 

All of which is of particular interest at the 
present time because of the contrast afforded 
to the violent rise in stock prices to levels far 
above those of any previous year. While there 
is no reason to feel apprehensive regarding 
the progress of American industry as revealed 
by the table, it is apparent that the aggregate 
of corporate incomes has had no such advance 
as would seem to be implied by the advances 
that have been recorded in security prices. 


High Proportion of Red Ink Companies 


Probably the most striking feature of the re- 
turns is the very large number of companies 
every year which report no income at all. 
While one reason for this may be that pro- 
prietors of a good many small one and two- 
men concerns prefer to take their profits in the 
form of salaries rather than dividends, it is 
unlikely that this explanation accounts for the 
major proportion of these deficits. Let him 
who would know something of the strenuous 
character of business glance back over the 
foregoing table and note that as against 249,- 
847 corporations which made money last year 
203,006 corporations, or 44% of the total re- 
porting, had nothing but red ink to show for 
their efforts at the close of the year’s opera- 
tions. Nor was 1927 so very exceptional in this 
respect. Even the years 1925 and 1926, the 
best years which business ever had, showed 
the proportion of “red ink” companies as high 
as 41% and 43% respectively, while in 1921, 
the worst year of all, the proportion jumped 
to 52%. 

Still more expressive of the rigors of com- 
petition is the comparative record of success- 
ful and unsuccessful companies for 1927 classi- 
fied according to type of business and presented 
in the table on the following page. Even in 
the group making the best showing, food and 
related products, 39% of the total number of 
concerns made no money at all, while in four 
groups, agriculture and related industries, 
mining and quarrying, petroleum and mineral 
refining, and unclassified companies,—the num- 
ber of concerns which showed losses actually 
exceeded the number which made gains. 


Meaning of the Figures 


These figures as to no-profit companies are 
often commented upon in public statements 
and frequently cited as evidence of an un- 
healthy condition of business. Allowing liber- 
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ally for small companies concealing profits 
through the payment of large salaries it is 
apparent that they explain much of the com- 
plaint about “profitless prosperity” but they 
are not to be taken as symptomatic of any 
serious abnormalities in the present situation. 
If comparison is made on the basis of the dol- 
lar figures involved it will be seen that the 
concerns which went ahead, though numerical- 
ly not far in excess of those who went behind, 
had a net income far in excess of the net defi- 
cits of the latter. In 1927, for example, the 
income of the money making concerns was 
3%4 times the deficits of the money losers, in 
1926 4%4 times and in 1925 4.8 times. 

In other words, the unsuccessful companies 
were as a general rule smaller companies strug- 
gling on the fringe of the different lines of 
business. In every line new concerns are con- 
stantly springing up of which only a compara- 
tively few have the prerequisite in the way of 
management and product to enable them to 
survive and prosper. When consideration is 
given to the ease with which anyone, qualified 
or not, may go into business, there is nothing 
to be wondered at that the percentage of fail- 
ures is very high. 


Conclusion 


All in all the picture of national prosperity 
revealed by these figures must be regarded 
a satisfactory one, considering both the handi- 
caps of last year and the progress indicated 
for this year. No reasonable person expects 
every year to be a record year, nor does he 
expect all businesses to make money. He ex- 
pects to find competition keen, and he is satis- 
fied in the knowledge of a general trend to- 
wards betterment, confident in his own ability 
to share in this growth. 

As regards personal incomes, the results for 
1927 were better than anticipated, while those 
for corporate earnings were about in line with 
what computations of available earnings 
through the year had foretold. Looking for- 
ward to the returns for 1928, with business 
recovered to higher levels than ever before, 
with investors and speculators benefitting from 
a multitude of resumed, increased and extra 
dividends, to say nothing of huge speculative 
profits, there seems every reason for believing 
that the final figures, when in, will show a total 
of personal and corporate income not only 
far in excess of that of 1927 but surpassing 
that of any previous year as well. 








Industrial Group 


Corporations Reporting Net Income 


No. of 
Returns 


Corporations Reperting Ne Net Income 
No. of 
Returns 


Net Income Deficit 





Agriculture and related industries 
Mining and quarrying. 
Manufacturing: 
Food and related products 
Liquors, beverages and tobacco 
Textiles (including fur) 
Leather 
Rubber and related products 
Lumber and wood products 
Paper and products 
Printing and publishing 
Petroleum and other mineral refining and products 
Chemical and allied substances. 
Stone, clay, glass and related products. 
Metal products and proc 
Miscellaneous manufacturing 












































Total manufacturing. 
Construction 
Transportation and other public utilities: 

Transportation 
Other public utilities. 














Total transportation and other public utilities... 
Trade 
Service: 

Domestic 
Amusements 











Professional 
Business 
Other service. 


Total service 
Finance: 

Banking and related industries. 

Insurance companies 




















Other finance 


Total finance 
Concerns whose business cannot be determined 
Total 1927 returns filed to Aug. 31, 1928 











4,220 
5,127 


7,457 
1,339 
7,873 
1,381 
316 
4,077 
1,324 
6,459 
254 
3,442 
2,531 
10,978 
3,855 


51,286 
9,741 


6,781 
6,420 


13,201 
71,360 


5,677 
3,588 
3,815 
2,722 
2,312 


17,614 
63,273 

959 
11,640 
75,872 


1,426 
249,847 


$ 74,526,941 
252,226,095 


346,724,358 
172,517,341 
396,769,556 


5,165 
12,872 


4,730 
1,179 
5,191 
846 
292 
3,478 
652 
8,709 
$51 
2,695 
1,992 
8,458 
3,753 


37,326 
7,065 


5,127 
3,177 


8,304 
44,728 


$ 56,415,201 
257,427,839 


83,863,774 


122,925,625 
121,413,831 
187,270,755 
96,395,931 
300,287,823 
154,593,722 
1,183,753,972 
146,698,801 


3,392,626,051 
155,748,164 


836,951,586 
516,399,309 


1,353,350,895 
1,105,796,112 


70,459,657 
72,466,155 
29,708,739 
46,709,768 
10,729,350 


230,073,669 
1,026,538,444 
255,751,359 
217,476,225 
aay ot 


8,068,200,905 


46,937,990 


743,156,998 
55,666,568 


125,801,221 
16,124,070 


141,925,291 
328,338,121 


46,348,521 
32,329,105 
11,985,299 
8,944,180 
5,722,477 


105,324,582 
491,808,661 
59,941,744 
62,508,561 
614,253,966 
8,925,569 
2,311,433,635 


























16,324 
203,006 
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cA message from the President of the First National Bank: 


Sixty-five years ago this bank was formed to help the people 
of Minneapolis carry on their pioneer businesses. That idea of helpful- 
ness has been so inspiring that it has gradually grown to be the 
dominant ideal behind our entire organization. 
Every day, men and women come to us with their prob- 3 
lems, somie purely financial, some of a business nature, some extremely’ “> oo 
personal. They come to us, not because this bank is one of the largest 
institutions of its kind in America, but because they have found here 
the assistance and friendly co-operation that we all must have to make 
real success possible. We are glad to be able to serve them, for we 
feel that our greatest objective should be the service we can render to 
the men and women of Minneapolis. 
Think of the First National Bank as “your bank”, and 
come to us with your own most troublesome problems. 


Cordially yours, 








FIRST NATIONAL 
GROUP 


First National Bank 
Organized 1864 
First Minneapolis Trust Co. 
Organized 1888 


Se, Asthony Pelle Coen 4 
. East Hennepin at 4th 
North Side Office 
Washington at West B’way 
. Bloomingt: Lake 
- on at 
Minnehaha National Bank 
27th Ave. So. at Lake 
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Combined Resources, $150,000,000 \a\e 








